Introduction
The hope is widespread that the Internet will provide a powerful new tool in the battle against global poverty. These sentiments were echoed in the G8's recent Charter on the Global Information Society that declared:
Information and Communications Technology (IT) is one of the most potent forces in shaping the twenty-first century… . IT is fast becoming a vital engine of growth for the world economy… . Enormous opportunities are there to be seized and shared by us all. (G8 2000) To back these claims, there is mounting anecdotal, econometric and theoretical support for the role of information technology in growth and development. This chapter does not dispute such evidence. Because of the scale of the improvement over previous communications tools, the invention of the Internet might lead to a significant impact on growth through better functioning of markets and firms. Added to such effects are those working within the sector itself -in particular the impact of network externalities, whereby the value of a connection to a network such as the telephone or Internet rises as others join the network. Beyond the theoretical, the increasing power for a given cost of computers has shown up significantly in US productivity figures. Businesses and jobs have been created, economies have gained, schools have acquired new pedagogical tools, NGOs and pressure groups have exploited the technology to further agendas. And it is likely that this impact will grow worldwide.
This chapter does take a slightly more sceptical look at the likely impact of the Internet on long-term economic growth rates in developing countries, however. It is, of course, too early for there to be any firm answers about the relationship between the Internet and economic development in LDCs, but this chapter attempts to suggest likely orders of magnitude for such an impact. The results of such an exercise are perhaps worrying for those pinning LDC growth prospects on ICT roll-out.
The chapter is divided as follows: a brief review of some of the literature that posits significant gains from expansion of the Internet; a discussion of the theoretical role of technology in growth and the theoretical case for the Internet as a growth-inducing technology; evidence of the Internet's impact on growth rates in the US and OECD; the appropriateness of the Internet as a growth-promoting technology for LDCs; and estimates of future impacts in LDCs and a look at the past impact of individual communications technologies on worldwide growth rates.
In short, the chapter suggests that the evidence to date from the US and OECD is of widespread adoption and investment returns, but not supranormal returns outside production. The environment present in developing economies suggests that returns may be lower in these countries -they have smaller production sectors, higher costs of technology adoption, lower levels of education and a weaker institutional environment. Opportunities presented by the so-called 'death of distance' are not that large. Given all of this, it is not surprising that sober evaluations of the impact of the Internet are small in scale compared to the 'development gap'.
The Internet as a potent engine of development
A number of papers have suggested that the Internet might have a significant impact on the growth prospects of developing countries (see Madon 2000, for an early review and Pohjola 2001 for a longer discussion). There are also a few cross-country studies suggesting a considerable impact. Altig and Rupert (1999) try a novel approach, estimating the impact of 1999 Internet users as a percentage of population on GDP growth between 1974 and 1992 controlling for 1950 income per capita (from this, they estimate that 100 per cent Internet usage would be associated with about 4 per cent per annum additional economic growth). A study where causality issues are not so large involves trade,
